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Executive Summary

Recent fiscal reform initiatives have attempted to address some of the seemingly
chronic problems of the child welfare system in the United States. This report
describes how states are implementing fiscal reforms to contain costs or improve
system performance. It also identifies issues that the implementation of fiscal
reforms faces and describes how well fiscal reforms appear to be working. Many
of these reforms are based on the managed care model that has been used in
medicine for the past 30 years, while other reforms use approaches such as the
privatization of services, performance contracting, and integrated funding.

Three general findings emerged from this review. (1) Despite a concern that
focusing on fiscal aspects of child welfare systems will lessen the focus on children
and families, that does not appear to be what happened in the states reviewed. An
integral part of the initiatives seems to be a push to do things better for the
children and families served, or at least not to allow things to get worse for them
when money is being saved. (2) Available evidence does not support a conclusion
that the fiscal reforms have had a major direct impact on outcomes, although
impressionistic and anecdotal information points to some efficiencies and
improvements in permanency outcomes. However, the fiscal reforms frequently
encouraged agencies to develop creative and innovative approaches, which are
improved upon over time, and changes in outcomes may not appear until much
later. (3) Ongoing problems in child welfare are not necessarily eliminated by
changes in fiscal relationships. Instead, these new relationships often highlight
aspects of the system that need to be more clearly defined. For example, in
establishing payment rates and incentives, a state must clearly identify what it
wants to obtain and what is needed to obtain it: attaining basic safety for children
requires a different set of services than does achieving improvements in
longstanding situations, and the goal will greatly affect the design and costs of
services.

The report describes 23 initiatives in 22 states. These initiatives focus on
altering the financial relationships between public child welfare agencies (states or
counties) and private organizations with which they contract for services (here
called “contractors”). The altered relationships presumably lead to greater
efficiency in the use of resources, improved services, and better outcomes for
children and families. The motivation for experimenting with reforms such as
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managed care is a belief that the traditional mechanisms of payment for such
services, fee for services, results in wastefulness of resources and suboptimal
quality of service to families. Many believe that fee-for-service arrangements
provide incentives for using higher levels of care than required and for extending
care for longer than necessary. In some states, it appears (at least initially) that cost
savings were achieved when alternate arrangements (such as case rates and
performance contracting) were implemented, and they were achieved without
declines in permanency outcomes.

The most universally acclaimed feature of the fiscal reform efforts reviewed
is the flexibility they afford in the provision of service. Unlike traditional
categorical approaches to funding, contractors are given the freedom to deliver a
wide range of services and move children more freely among living arrangements.
Funding follows the child rather than the service. Decisionmaking about services
is, therefore, freed up, presumably to provide more appropriately for children's
needs. While this flexibility is viewed as a major advantage, it does take place in
the context of fiscal limitations, so the flexibility is constrained. There is more
flexibility to use lower levels of care than higher.

The Scope of the Initiatives. The scopes of the fiscal reforms vary considerably
across states. In two states, the initiatives cover most child welfare services across
the state (except for the initial intake and child abuse and neglect reports, which
were retained as responsibilities of state workers in all the states). In other states,
the initiatives cover smaller numbers of cases in more limited geographical areas.
Some states continue to expand the scope of their programs while others have
pulled back. Some initiatives include children and families in systems other than
child welfare.

Twelve of the 22 states with fiscal reforms have or are moving toward
statewide programs, although these programs often do not cover the entire
caseload. Boundaries of programs are usually defined in terms of particular
services (most often foster care or other substitute care) or groups (e.g., children
with severe needs for whom intensive residential services might be used). Overall,
scopes of the initiatives are highly specific to the states” particular situations and
objectives.

The Target Populations. Many of the initiatives focus on particular groups of
children or families. This can lead to potential problems in targeting. At one end,
focusing on low-risk cases to prevent involvement with the child welfare system
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may result in the inclusion of a number of cases that might not have become
involved in the child welfare system in any case. In contrast, some programs focus
on high-end cases. These cases are often the focus of policymakers, since they have
such extensive need, make the greatest demands on resources of the system, and
are the most costly. But focusing on this group requires that there are ways to deal
with their severe problems. Underlying the establishment of fiscal reforms in such
cases is the assumption that the group can be adequately served with fewer
resources, for example, by caring for them in less intensive placements and
providing extensive supportive services. Success of these fiscal reform initiatives
depends on the extent to which the assumption holds and the children can be
maintained in less intensive arrangements. In several states, it appears (at least
initially) that some children can be maintained in less intensive settings and can be
served at a lower cost, even with extensive support services. It is important to note
that providing support services requires flexibility in funding and delivering
services that can be difficult to achieve under current child welfare funding
mechanisms.

Organizational Models. The initiatives follow varying organizational models. The
most common is a lead agency model, in which the public agency contracts with a
private agency that assumes responsibility for contracting with other providers
and providing case management and coordination. Lead agencies may provide
some services (beyond case management) themselves. Some initiatives use
managed care organizations, private for-profit or not-for-profit entities that
assumed responsibility for fiscal administration, case management, and
developing a network of contracted service providers. A few public agencies
maintain their traditional management roles, incorporating fiscal strategies into
their contracts with private agencies (e.g., performance contracts), and sometimes
assuming the role of a managed care organization. Currently evidence is lacking
regarding the relative effectiveness of the different organizational models.

Standardized Decision Protocols. Several of the initiatives used standardized
decision protocols. Such protocols hold the promise of greater consistency in
decisions made about cases, as well as higher conformity to policy intent; however
problems arise when the protocols cannot fully account for individual
circumstances. Although greater consistency occurs, the question of the
correctness of the decisions remains. Other problems occur when protocols are
complex and difficult to implement. Further study is needed of the use of decision
protocols in child welfare.
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Evaluation. Several of the initiatives are being evaluated, and reports are available
for a few. The evidence was mixed regarding the initiatives’ effectiveness;
however, the evaluations tended to look at outcomes that are measures of system
performance (and perhaps consumer satisfaction), rather than longer-term issues
of child and family functioning. Perhaps most important, evaluation studies have
so far revealed little about the conditions that are necessary for success or about
those circumstances that lead to disappointment. Clearly, more extensive and
more searching evaluation is needed.

Risk Sharing and Risk Management. One of the characteristics of managed care
programs is that they provide for the sharing of risk among organizations, those
responsible for financing services and those providing them. Thus, some financial
risk is shifted from public agencies to private contractors. Three sources of risk
may be identified: (1) number of children and families served (volume), (2) level of
care provided (intensity), and (3) length of service (duration).

Traditionally, payment for child welfare services has been fee-for-service,
which does not expose contractors to any of the three sources of risk, although it
may result in losses to a contractor if the established fees do not cover the costs of
the services. In some initiatives, a lead agency or managed care organization
receives payments based on managed care principles but pays service providers
on the basis of fee-for-service. However, the most common payment arrangement
is the case rate, in which contractors are paid a fixed amount for each case served,
exposing them to intensity and duration risk. In any arrangement, risk sharing
may be implemented through provisions for bonuses or penalties for performance.

Contracts may limit the private agency’s risk in various ways - for example,
through stop-loss provisions (limiting the contractor’s loss to a certain percentage
over the contract amount) or risk pools (funds established by the state which
contractors can access if their costs exceed payments by a certain percentage).
Fewer than half of the initiatives reviewed, and for which the necessary
information is available, appear to incorporate limits to contractor risk. Several
states adjusted the rates or payment model after a period of operation, to re-align
the payments with actual cost experience

It is evident, however, that contractors have other ways to reduce their
financial liabilities under managed care contracts. Lead agencies or managed care
entities sometimes institute utilization review procedures, in which decisions on
level of care and other services are subjected to second-guessing, attempting to
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assure that the decisions were appropriate. Beyond that, contractors often have
some control over case referral, decisions on cases, and service planning. Some are
able to regulate the number of children with expensive needs accepted into their
programs. Flexibility in the use of resources is a crucial element in these initiatives
and is used to provide lower levels of care (that are less expensive) than might
have been the case without these initiatives. Of course, this is one of the main
ideas behind these approaches, but it is largely unknown the extent to which
lower levels of care are appropriate or inappropriate, given the child's needs.
Fiscal considerations clearly enter into these decisions, raising the question of how
children's needs should be balanced with financial pressures. Some contractors
appear to use various forms of triaging of cases or rationing of services to help
control risk.

Still another device that contractors use is to rely on community resources
or other funding sources. This too is a central objective of many programs. This
effort can be seen as an attempt to shift responsibility for child welfare cases away
from the child welfare system. Many reformers hope to do just that, arguing that
communities ought to take responsibility for the welfare of their children. There is,
of course, the philosophical question of whether this responsibility ought to reside
in the state or in communities. More practically, there is considerable variation in
the capacity of communities, and difficulties arise when they do not have the
resources to accept this responsibility.

Challenges Faced by the Initiatives. Several major challenges must be addressed if
fiscal reform initiatives are to have a positive impact.

* Payment levels must be adequate and must take into account variations
from expected levels of service. Risk and reward must be balanced and
not too excessive on either end. There must be adequate resources for
success, either within the agencies themselves or in the community.

» States must have flexibility in selecting and paying for services, in order
to provide incentives to try different ways of serving children and
families and establish more effective and efficient systems. States should
be supported in incorporating this flexibility, which they can achieve by
integrating funding from several public agencies and by implementing
title IV-E waivers.
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* Good data systems are important for successful management of any
organization, but they are particularly critical in managed care
arrangements. Substantial investment is needed in hardware, software,
and training to ensure that information technology is available and used
for system implementation and improvement.

» Itis essential that fiscal considerations, and attention to proximate
system performance indicators, not be allowed to overshadow
objectives of improved wellbeing of children and families. Quality
control mechanisms that assure continual attention to those objectives
need to be enforced.

* The initiatives require complicated change processes, as states shift
service delivery from public agencies to private contractors, implement
team decisionmaking about cases, switch to a focus on outcomes rather
than processes, and bring together a range of organizations to work on
the initiatives. State and federal involvement to support development
and implementation of fiscal reform initiatives should include
providing training and technical assistance, disseminating written
products, allowing sufficient start-up funds, adopting realistic
implementation schedules, and convening forums to discuss emerging
issues and policy decisions.




|. Introduction

he provision of child welfare services has undergone significant changes

during the 1990s. Some of the most important changes include a renewed
focus on the rapid achievement of permanency goals for children, a large increase
in the number of children in foster care, the continuing shift of responsibility for
direct care to private agencies (both nonprofit and for-profit), the development of
management information systems to monitor case progress more carefully, and
the use of financial incentives to direct services toward desired goals. State child
welfare systems have responded to these new circumstances in different ways and
to varying degrees.

Generally, the provision of child welfare services is a partnership between
government and private providers of service. Although states vary considerably in
the division of responsibility, most states and localities contract with private
nonprofit or for-profit organizations for the provision of at least some services to
children and families. Until recently, these contracts were largely fee-for-service
arrangements, in which the provider was paid by the state or county for
delivering specific services.

This report describes the implementation by states of fiscal reforms in child
welfare that replace traditional fee-for-service payment arrangements.! It also
identifies issues that implementation of fiscal reforms faces and describes how
well fiscal reforms are working. Many of these reforms, such as capitated rates, are
based on the managed care model that has been used in medicine for the past 30
years. However, some reforms reflect other approaches, such as the privatization
of services and performance contracting. Some states, perhaps most notably
Kansas, have transformed their entire systems along these lines. Most states have
chosen to implement fiscal reforms on a smaller scale, targeting specific
populations or programs.

1 The examination of this subject was aided considerably by a previous survey of such programs:
McCullough and Schmitt, 1999.
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Emergence of Managed Care in Child Welfare

The fiscal reforms described in this report are all directed at changing the
relationship between public child welfare authorities (states or counties) and
private agencies by altering the financial arrangements between them. The intent
is to influence the behavior of those private agencies. Although not all are
managed care reforms, most have incorporated managed care strategies at least to
some extent.

Origin of Managed Care

The concepts, principles, and tools of managed care were first developed in the
medical field starting in the 1970s. Managed care was a response by the major
payers of medical costs (employers and unions) to soaring medical care expenses.
It was thought that a major source of higher costs was the fee-for-service financing
system at the time. In that system, individual patients selected their health care
providers, who had the sole discretion to set prices for their services. Third-party
payers then footed the bill for any care that insured patients received. Critics
charged that such a system was ripe for abuse by both patients and doctors. For
patients, health care costs had become an abstraction represented by a bill that was
paid by someone else. Doctors, it was argued, could increase their fees with little
complaint from patients and could order unnecessary tests and procedures to
increase revenue with no accountability.

The development of medical managed care was also driven by other
dynamics. As medical malpractice suits began to proliferate, doctors responded by
practicing “defensive medicine” in which they ordered tests or procedures in
order to avoid accusations that they had been negligent. Further, in the fee-for-
service system, doctors had little incentive to consult with one another and
coordinate patient care. Patients could go directly to an expensive specialist or
even multiple doctors at the same time. This could lead to overlapping treatments,
dangerous prescription drug interactions, or other problems because no
“gatekeeper” was aware of the full spectrum of the patient's medical history.

The American health care system underwent a revolution from a fee-for-
service system to a predominately managed care system during the 1970s and
1980s. By 1998, three-quarters of privately insured Americans under the age of 65
were enrolled in some kind of managed care plan (Rosenbaum, 1998, p. 198).
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Managed care organizations serve as “gatekeepers” that coordinate services
for the patient. They seek to restrain doctors from ordering unnecessary tests and
services by limiting certain reimbursements. They often require an authorization
process that gives them the opportunity to review the diagnosis and medical
recommendations and to suggest less expensive treatment. At the same time, they
require patients to make a co-payment so that they have a financial incentive to
avoid unnecessary procedures.

Managed Care in the Child Welfare System

In the early 1990s, some child welfare professionals began to advocate the
adoption of managed care models, and many state child welfare systems began to
try such arrangements. By the middle of the 1990s, some observers believed that
managed care in child welfare was developing very rapidly (Scallet, Brach, and
Steel, 1997) and was about to revolutionize the field (Emenhiser, Barker, and
DeWoody, 1995). However, it appears that the adoption of managed care
principles and tools in child welfare service systems has proceeded slowly. The
Child Welfare League of America’s 1998 state and county managed care survey
indicated that 29 states had some kind of managed care or privatization initiative
(McCullough and Schmitt, 1999). It was estimated, however, that such initiatives
targeted only as little as 10 percent of the nation’s child welfare population.

Perhaps the driving force in the development of managed care in child
welfare was the rapidly escalating costs experienced by state child welfare systems
in the late 1980s and early 1990s. This increase in costs was largely driven by
increases in the numbers of child maltreatment reports and children entering out-
of-home care. In 1984, a total of 1,727,000 children were reported as neglected or
abused; this number had risen to 2,890,234 in 1993 — an increase of 68 percent
(Curtis et al., 1995). By 1996, that number had increased to 3,126,000 (Waldfogel,
1998). Reports declined in 1997 and 1998 before increasing again in 1999
(NCANDS, 1999, 2000, 2001). The number of children in out-of-home care grew by
65 percent between 1984 and 1993, from 270,000 to 445,000 (Curtis et al., 1995). By
1999, the number of children in care had increased to 581,000 (AFCARS, 2001).

Increases in the unit costs of services also added to the increase in the cost
of foster care. Moreover, the substance abuse crisis contributed to an increase in
children entering the system with multiple psychological and physical traumas,
such as high rates of exposure to drugs in utero. In addition, improved diagnostic
tools and treatment capability raised expectations for state agencies to provide
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service for complex conditions. Combined, these factors result in small numbers of
children with very severe difficulties who may absorb a majority of resources.

All of these factors are likely to have contributed to increased foster care
expenditures. Of course, increased costs may provide a greater benefit for the
children in state care. Insofar as specialized foster care placements address the
complex needs of children, better outcomes, if achieved, may justify the heftier
price tag.

Managed Care Assumptions

Because managed care practices were developed in the medical field, they require
some adaptation to be applied to child welfare. Whether managed care can be
adapted sufficiently to operate effectively in the child welfare arena depends on
the following assumptions:

1. Economic incentives are important determinants of service provision in
child welfare. Increased expenditures in child welfare may be the result
of perverse economic incentives. Private agencies can and should share
some of the financial risk of increased foster care costs with state
agencies.

2. Decisionmaking in child welfare is sufficiently sophisticated that the
appropriate course of action can be determined in most cases.

3. Itis possible to set rates of payment for services under managed care
arrangements that will allow a well-managed agency to cover its costs.
This implies that reasonable predictions of costs are possible.

4. Prevention of placement is possible but often requires the availability of
other supports and services.

5. Services offered by community-based organizations are more effective
than more traditional services. The task for contractors or other case
managers is to develop and manage flexible provider networks within
the client’s neighborhood and social networks.

How each of these assumptions plays out in child welfare is considered next.
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Economic Incentives

Some researchers and policymakers claim that the child welfare system has
labored under economic incentives that keep children in foster care longer than
may be necessary. They argue that the structure of federal funding for child
welfare is the source of this problem. The problem is threefold. First, differential
federal funding may distort local decisions. Since the federal government
reimburses states for a share of the costs of foster care but not for in-home or
preventive services, serving a child at home may be more expensive for the state
even if those services are more appropriate and cost less overall. Federal
reimbursement for a state’s foster care costs ranges from 50 percent of costs to over
75 percent depending on the state’s concentration of poor families. So, for
example, a particular child may be better served by in-home aftercare services for
$500 a month rather than a continued foster care placement at $1000 a month, but
if the federal government reimburses the state for none of the in-home services
and 75 percent of the foster care placement, returning the child home may be more
expensive for the state. Workers and even supervisors may not consciously think
about the public policy impact on their case decisions, but the overarching
structure of the system may exert subtle pressure nonetheless.

A second part of the problem involves the available service array that
results from the federal emphasis on foster care funding. Because services flow to
the funding, many believe that the current reimbursement structure has led to
foster care services that are better developed and more available than alternative
service models. Therefore caseworkers are unable to base decisions on a range of
service alternatives. Congress intended to remove incentives for placing children
in foster care by creating the title IV-B Child Welfare Services Program in 1980 and
the Family Preservation and Family Support Program (now called the Promoting
Safe and Stable Families Program) in 1993. These programs provide grants to
states for a variety of child welfare services, including those to help prevent foster
care placement. However, the federal funding for title IV-B child welfare services
is far less than for title IV-E foster care payments. In FY2002, title IV-B
appropriations totaled less than 13 percent of title IV-E foster care appropriations.2
In addition, title IV-E funds are an uncapped entitlement that reimburses states for
a portion of foster care costs, no matter how fast they grow, while title IV-B is a
capped matching grant that has grown quite slowly.

2 Title IV-E foster care appropriations in FY2002 were $5.06 billion, while the title IV-B
appropriations were $597 million ($292 million for Subpart 1 and $375 million for Subpart 2).
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A third aspect of the issue relates to the provider base for foster care and
residential children’s services. Some believe that the entitlement reimbursement
under a fee-for-service model has led to excess service capacity. In order to
maintain revenue, service providers may continually seek out new populations of
children who might benefit from their care, keeping beds full at a higher level of
care than may be needed. If the state or county is not vigilant regarding the level
of care needed by individual children, it becomes easy to over-use expensive
services because they are more readily available than lower cost alternatives. This
“structural flaw,” according to some, has created a child welfare system that must
maintain large numbers of children in care in order to perpetuate itself (Wulczyn,
2000).

The arguments about how the child welfare funding structure may affect
service delivery have been widely discussed for a number of years. They remain
speculative, however, and considerably more evidence is needed to support them.
Furthermore, there are alternative explanations for these problems. Prominent
among them is the chronic underfunding of child welfare services, which results
in high caseloads and the inadequacy of other resources needed to help families
work toward reunification of children.

Decisionmaking

In medical managed care models, there is the assumption that, for most ailments, a
correct method exists for determining the most effective treatment. This has
proven to be a hard assumption to justify. In fact, Eddy (1994) reports that “in
general, observers looking at the same thing will disagree with each other or even
with themselves from 10 percent to 50 percent of the time.” The assumption is
even more unlikely to translate into the field of child welfare because of the
difficulties in problem definition and a lack of research on best practice and the
correctness of decisions. There is evidence of considerable disagreement among
experts in the child welfare field as to the proper decision in particular cases
(Schuerman, Rossi, and Budde, 1999).

Another challenge to the assumptions that underlie managed care is that
social workers and agencies are not the final decisionmakers. For children in state
custody, judges have the ultimate decisionmaking authority. They may order
additional services, refuse a recommendation to return a child home, or delay the
termination of parental rights when the agency is trying to move the child toward
adoption. Hence, social service agencies that contract under managed care have
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limited control over the amount of services that will be provided. Judges are less
subject to fiscal incentive structures that are designed to implement policy intent.
This gap between the risk that agencies assume and the control they have over
decisions is a problem that is likely to plague child welfare managed care.

Rate Setting

Another significant problem for child welfare managed care is that prepayment or
prospective payment systems often rely on historical utilization data to set
payment rates. If it is known that there are 20 people with diabetes in a population
and it takes X dollars to treat them, predictions can be made about the future costs
of providing that treatment. In child welfare, data of this sort are rarely available,
and even where they are, they are often deficient.

Case mix is also a problem. In the medical arena, both managed care and
traditional insurance providers have developed mechanisms to limit their
exposure to costly cases. They do this to minimize risk, since to enroll large
numbers of people with expensive, chronic, or disabling conditions would quickly
generate high costs and therefore financial losses (Master, 1998).3 Similar
dynamics may occur in child welfare managed care. Insofar as child abuse and
neglect are acute and episodic, a managed care approach is more likely to be
successful; chronic, long-term conditions will cause difficulties. Ideally, there
would be sufficient low-intensity users to balance out the risk involved with long-
term conditions. However, child welfare cases are heavily weighted toward the
chronic and long-term.

Prevention

Prevention advocacy is quite fashionable in child welfare, as in many other areas.
However, there is scant evidence of the effects of most efforts at preventing child
maltreatment (Littell and Schuerman, 1995). And there is substantial evidence that
placement prevention programs do not have their intended effects (Schuerman,
Rzepnicki, and Littell, 1994; U.S. Department of Health and Human Services,
2001).

3 Medicaid, on the other hand, is a federally sponsored medical coverage program aimed at low-
income people, many of whom have long-term, chronic health conditions. In contrast to private
health insurance, managed care concepts have only very recently been applied to the Medicaid
program. Part of the reason for this is that managed care has had limited success in controlling
costs when applied to the chronic conditions that plague much of the Medicaid population.
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If managed care agencies are unable to prevent entrance into foster care,
they may attempt to limit service utilization by preventing recidivism. Little is
known, however, about how to prevent a child who is discharged from foster care
from reentering. The empirical data are scant in suggesting why some children
who are discharged from care will ultimately re-enter (estimates are usually
around 20 percent) (Goerge and Wulczyn, 1990). Interestingly, the strongest
finding thus far is that placement duration is “strongly negatively associated with
the rate of reentry” (Ibid). In other words, children who stay longer in foster care
are the least likely to reenter care at a later point in time. This might suggest that a
longer time in foster care gives parents the time they need to get on their feet and
become stabilized before regaining custody of their children. Of course, the longer
children are in foster care, the less time is available for them to experience either
further maltreatment or re-entry into the system. In any event, the finding
presents a problem to managed care efforts to reduce stays in foster care.

Community-Based and Faith-Based Organizations

Throughout American history, community-based organizations (CBOs) have
provided assistance to families in need, although the emphasis placed on these
services at different historical periods has varied. The past decade, however, has
seen an unprecedented attempt to create a privileged role for CBOs in the social
service delivery system. CBOs have considerable appeal. They combine themes
such as reliance on private, local, and — frequently —religious agencies with an
activist approach to addressing social problems with significant federal resources.

The presumed advantages of CBOs are numerous. One is the flexibility to
enter into a variety of relationships with clients and with other service providers.
Some states explicitly rely on the ability to develop provider networks that can
respond to a family’s particular situation at the community level. A second
advantage is the increased knowledge about available resources for the clients.
Finally, there is the opportunity to develop more effective relationships with
clients based on an intimate understanding of their circumstances (Kahn and
Kamerman, 1996). However, disadvantages may include uneven distribution or
unavailability of CBOs in some areas as well as the issue of the capacity of CBOs
to provide extensive services or serve families and children with severe needs.
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Limitations of Managed Care

As the field has matured, the American public has become increasingly critical of
many aspects of medical managed care, such as the requirements by insurance
companies that providers obtain authorization before ordering a variety of
procedures and tests (sometimes denying the requested care) and mechanisms
that limit the freedom of patients to choose providers. (Public demands have led
both houses of Congress to pass Patient's Bills of Rights.) The results of the
widespread implementation of managed medical care have been ambiguous, and
it can be reasonably said that the jury is still out. It is not evident that medical
managed care has saved money. And everyone agrees it has not led to increased
health care coverage for the uninsured. Many people have, however, argued that
it has spawned its own kind of abuses and conundrums. What remains to develop
is a consensus on whether the abuses and conundrums under the old system are
qualitatively and quantitatively worse than those observed under the new system
(Hurley, 1998). Described as “neither poison nor panacea” commentator Robert
Hurley states, “A balanced summary judgement would be difficult, but it can be
safely asserted that in general the experience has been better than its critics would
acknowledge but less beneficial than apologists would contend.”

In child welfare, in spite of the impetus of rising costs, many factors have
contributed to the states” reluctance to jump aboard the managed care bandwagon.
First, a diverse set of federal and state initiatives throughout the 1990s competed
with managed care, the Adoption and Safe Families Act (ASFA)* clearly being the
most important of these. While ASFA helped promote fiscal reform efforts in
numerous states, the array of family preservation, reunification, and adoption-
oriented initiatives it encouraged often competed with fiscal reforms for limited
management resources. Second, state agencies have less leeway regarding
protecting vulnerable children than third-party payers have in providing medical
care. Most crucially, the ultimate decisionmaking authority in most cases remains
with the courts rather than with the state agency, limiting the ability to make
definitive case plans.

4 ASFA, passed in 1997, sought to achieve outcome goals in seven areas: reduce the recurrence of
child abuse and/ or neglect; reduce the incidence of child abuse and neglect in foster care;
increase permanency for children in foster care; reduce time in foster care to reunification
without increasing reentry to foster care; reduce time in foster care to adoption; increase
placement stability; and reduce placement of young children in group homes or institutions (U.S.
DHHS, 1999).
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Methods for the Report

Information for this report was gathered through reviews of existing
documentation about fiscal reforms in the states, including materials produced by
the states themselves, results of research by other organizations such as the Child
Welfare League of America, evaluation reports by independent evaluators, and
conference presentations on the reforms made by state officials as well as their
consultants and evaluators. Most of the existing materials used had been
published during the period 1999 through 2002. From August 2000 through
November 2001, states were contacted to fill in gaps in the publicly available
information about their particular initiatives. At that time, officials were invited to
verify the accuracy of the information that had been gathered from other sources.

Information was available about a considerable range of changes in the
relationships between states and private agencies. In order to focus the report, the
universe of interest was defined as those efforts that involved changes in financial
arrangements between the state (or county) and private contractors® designed to
affect the behavior of the private organizations. The programs described below do
not include or represent every such initiative across the United States because
some initiatives were excluded due to time and space limitations. The programs
do constitute the majority of such efforts.

The following chapters describe the fiscal reforms, identify issues that were
encountered in implementation, and specify what is known about how well they
are working. The descriptive information (Chapter 2) covers the scope of these
programs and their target populations, their objectives, and their organizational
models. Chapter 3 discusses in detail their financial arrangements, with particular
attention to issues of risk. Finally, the conclusion (Chapter 4) discusses some of the
ongoing challenges in implementing fiscal reforms in child welfare that may be of
particular interest to federal policymakers and identifies how those challenges

5 In this report, “contractor” is meant broadly, to cover any private nonprofit or for-profit
organization that has a contract with the state to deliver services or manage networks of
providers. It can refer to a lead agency or a managed care organization as well as a direct service
provider. In some initiatives, the organization assuming financial risk may provide no services
directly but contract out for them. The organization may receive a capitated rate, case rate, or
block grant, then pay service providers fee-for-service or per diems; thus, the service providers
themselves assume no risk. In other initiatives, risk is transferred to service providers.
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have been addressed by the initiatives. Individual summaries of each initiative are
presented in the appendix.
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2. Overview of the Initiatives

his review focuses on 23 initiatives in 22 states. Each of the initiatives involves

the implementation of financial arrangements to influence the behavior of
private agencies. The fiscal strategies used by the states include capitated and case
rates, risk sharing, performance contracting, performance incentives, privatization,
and pooled or flexible funding. Although strictly speaking not all are managed
care initiatives, most have incorporated managed care strategies (such as
prospective payments, utilization management, and service coordination) at least
to some extent.

This section provides an overview of the initiatives that were reviewed.
Table 2-1 provides a descriptive summary of the initiatives. The information is
“point-in-time” as of fall 2001, and much may have changed since it was collected,
especially since most of the initiatives had been implemented relatively recently
(see the table) and were still evolving. The information does illustrate the range of
approaches states are using to better serve children and families. The report does
not attempt to describe or draw any conclusions about the effectiveness of the
initiatives; a few of the initiatives are being evaluated and will have that
information (or do already) but evidence is still preliminary or lacking for most.

Scope of Initiatives

The “scope” of an initiative refers to the proportion of children and families in a
state that are covered by the initiative and is defined by both the geographic area
and the populations served. An initiative may be implemented in a small, defined
area or the entire state. It may serve a subgroup of the child welfare population,
such as children in traditional foster care only, or the entire child welfare
population.

The initiatives investigated represented a variety of approaches, from small,
contained projects that either stayed small (such as Kentucky’s initiative) or
eventually expanded (Illinois, Tennessee), to projects covering, nearly from the
onset, most (Massachusetts) or all (Kansas) of the statewide child welfare caseload.
Several of the initiatives covered most or all of the state geographically but
included a smaller proportion of the child welfare caseload (Arizona, Georgia,

13
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Table 2-1

Summary of State Fiscal Reforms in Child Welfare

“W” indicates the initiative is based on a title IV-E waiver; “C” indicates the initiative has ceased; “NA” indicates that information

is not available.

Geographic Year Structural Target
Initiative Coverage Objectives Implemented Model Population Caseload

Arizona Most of the Provide voluntary 1998 Lead agency Low-risk and 6000 referrals/year, 1900

Family state services for families potential-risk family assessments, 1600

Builders previously unserved families with families receive services

reports

California Alameda Reduce length of stay in 1997 Lead agency SED children; 90 children enrolled at

Project Destiny | County care, divert SED place- those most at risk | time of interview;

(W) ment in residential of placement in budgeted capacity of 256
facilities, serve children high level group over entire waiver period
in the least restrictive homes
environment

Colorado Boulder County | Gain flexibility to 1997 Public agency Adolescents 12-18 | 500 youth

Boulder enhance interagency in need of or at-

County partnerships and risk of needing

Managed Care provide services in the residential

Pilot Project community services

Connecticut North Central Reduce length of time 1999 Lead agency Children ages 7-15 | Maximum of 70 children

Continuum of | and South in care, develop a with severe

Care (W) Central regions | localized network of behavioral, mental

of the state services, improve health, or
outcomes by establish- educational
ing flexible incentive- problems

oriented environment
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Table 2-1 Summary of State Fiscal Reforms in Child Welfare (continued)
Geographic Year Structural Target
Initiative Coverage Objectives Implemented Model Population Caseload

Florida District 8 Provide services 1997 Lead agency All children with | 1650 children
Coalition for (Sarasota) efficiently and founded neglect
Children and effectively through or abuse reports,
Familiesa/ community partner- regardless of

ships whether in-home

or out-of-home

Georgia Atlanta area Place children in the 1998 Managed care Children needing | 40 children
Metropolitan best long-term and organization residential care
Atlanta least-restrictive settings who are not
Alliance for in a system that moves eligible for Project
Children children out of high Match
(MAAC) levels of care quickly

and efficiently
Illinois Statewide Ensure more efficient 1998 (across Public agency All children in 35,000 children and their
Performance use of limited resources, state) relative, families
Contracting improve outcomes, traditional, and

control costs, increase specialized foster

permanency care
Kansas Statewide Improve client 1997 (total Lead agency All children in 3000 families
Public Private outcomes, increase population) state custody and
Partnerships permanency, better at risk of entering

protect children at risk custody
Kentucky Jefferson Decrease length of stay 2000 Lead agency Adolescent girls in | 30 children
Quality Care County in care, improve residential place-

outcomes, improve
quality of services,
provide individualized
care

ment, children
transitioning
home, children
entering care and
in need of
intensive services

Sl

a/ Florida was granted a title IV-E waiver for its privatization initiative, but the waiver was never implemented.
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Table 2-1 Summary of State Fiscal Reforms in Child Welfare (continued)
Geographic Year Structural Target
Initiative Coverage Objectives Implemented Model Population Caseload
Maryland Baltimore City Reduce congregate care 2000 Lead agency Children ages 0-5 | 500 children
Baltimore and enhance in out-of-home
Child Welfare permanency for care and siblings;
Managed Care children ages 0-5; newly disposi-
Project (W) decrease length of stay tioned children of
and recidivism for any age and
children in care siblings; kinship
conversions and
siblings in care
Massachusetts | Statewide Implement a 2000 Managed care Primarily, 3300 families
Family-Based collaborative, organization/ children at risk of
Services community-based lead agency placement and
approach utilizing state their families;
resources and some children in
maximizing the use of care
other resources
Michigan St. Clair, Find innovative ways to 1999 Lead agency Children in out- 190 children
Michigan Monroe, serve and improve of-home care or at
Families (W) Livingston, Van | outcomes for children risk of being
Buren, Jackson, | without necessarily placed
and Newaygo putting them in foster
Counties care
Michigan Wayne County | Keep children out of 1997 Lead agency Children in care 4000 children
Permanency residential facilities,
Focused provide as many
Reimburse- services as possible in

ment System

the community, allow
flexibility in treatment
approaches
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Table 2-1 Summary of State Fiscal Reforms in Child Welfare (continued)
Geographic Year Structural Target
Initiative Coverage Objectives Implemented Model Population Caseload

Minnesota Four rural Ensure that children 1995 Lead agency Children ages 0-21 | NA
PACT 4 counties in receive needed services, and their families
Families western MN including mental
Collaborative (Kandiyohi, health, and provide

Meeker, early intervention

Renville, Yellow

Medicine)
Missouri Urban eastern Provide better 1999 Managed care Children ages 4-18 | 250 children
Interdepart- region and rural | coordination of services organization/ in or at risk of
mental central region to reduce barriers, administrative long-term
Initiative for enhance effectiveness services residential place-
Children with and efficiency, and organization ment and with
Severe Needs. prevent children from serious behavioral

falling through the health needs as
cracks measured by a
standardized
instrument

New York New York City | Enhance permanency 2000 Public agency All children 40 out of 44 providers
Safe and outcomes by providing already in care participate
Timely flexible dollars based on
Adoptions and agencies’ improvement
Reunifications in outcomes
(STAR)
Ohio Franklin Use performance 1999 Public agency/lead | All children and Performance bonuses
ProtectOhio County bonuses and managed agency families with (public agency): 5100
(W) care to reduce length of reports children; managed care

stay in care and increase
flexibility of services

(contractors): 1200
children

Ll
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Table 2-1 Summary of State Fiscal Reforms in Child Welfare (continued)
Geographic Year Structural Target
Initiative Coverage Objectives Implemented Model Population Caseload
Oklahoma Statewide Keep families together, 1992 (across Lead agency Children at home | 2000 families
Oklahoma bring about reunifica- state) and at risk of
Children’s tion quickly, prevent placement;
Services disruption of placement children in care
working toward
reunification
Pennsylvania | Berks County Develop an efficient 1997 (ceased in Lead agency Any family with 24 families
Berkserve (C) public-private partner- 2000) at least one child
ship model using a in the child
network of local welfare system
agencies to provide
services
Tennessee Statewide Provide services in the 1995 Lead agency Children in state 4400 children
Continuum of least restrictive and custody who
Care lower cost settings, as require a level of
well as reduce length of care higher than
stay and recidivism regular foster care
Texas 10-county area | Improve outcomes, 1999 (ceased in Lead agency Children needing | 600 children at its peak
Permanency around Fort ensure efficient use of 2001) a level of care
Achieved Worth limited resources, higher than
Through decrease lengths of stay, regular foster care
Coordinated provide coordinated
Efforts (PACE) services
(W) &/ (C)

b/ PACE began under a title IV-E waiver, then it was withdrawn from the waiver in 2000.
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Table 2-1 Summary of State Fiscal Reforms in Child Welfare (continued)

Geographic Year Structural Target
Initiative Coverage Objectives Implemented Model Population Caseload
Washington Spokane Ensure placement in the | 2000 (operated 6 Lead agency Children ages 8-17 | 30 children at its peak (50
IV-E Waiver County least restrictive setting, months) likely to enter overall)
Demonstration decrease length of stay, high-cost care
W) (©) improve permanency with a DSM
outcomes diagnosis and

with mental
health or special
education needs

61

Wisconsin Milwaukee Reform the child 1998 Managed care All children in the | Ongoing Case Manage-
Bureau of County welfare system in organization county who are ment (children in out-of-
Milwaukee Milwaukee County (the identified as at- home care): 6000 children;
Child Welfare State took over the risk of abuse or Safety Services: 200
county's system) neglect, and all children; Wrap-around:
children in out-of- | 1000 children
home care
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State Innovations in Child Welfare Financing

Oklahoma).® In Florida, a statewide fiscal reform is being implemented district by

district, so it currently covers only part of the state but will target the entire child

welfare caseload
when fully
implemented. In
Missouri, the
initiative is
limited both to a
narrower
segment of the
child welfare
caseload and to a
smaller area of
the state. County-
administered

Missouri Changes Mindsets About Children in
Residential Treatment

In the belief that many youth stay in residential treatment too long and could safely go
or stay home with appropriate services, Missouri implemented a comprehensive care
management initiative for children with behavioral needs and their families. The
initiative integrates funding from state social services, mental health, health, and
education agencies. It provides coordination of services and funding to keep children
and youth from falling through the cracks. One challenge has been changing the
mindset of how to serve children with severe needs. As one program administrator
said, “Some just don't believe you can move these kids out. But how much of these
kids' behavior in residential treatment is just in response to being in residential
treatment?” The state hopes to change this viewpoint and use residential placement
only for brief periods when a child needs to be stabilized.

states such as California, Colorado, Minnesota, and Pennsylvania had county-

designed and county-implemented projects that varied considerably in terms of
populations and services covered. Some initiatives were designed for urban areas
with large proportions of the states’ child welfare caseloads and specific system
characteristics or needs (Baltimore, Detroit, Milwaukee, New York City). Title IV-E
waiver demonstrations were implemented in limited areas of the states and/or
targeted narrower segments of the child welfare population due to their waiver

designs and the experimental nature of the demonstrations (California,
Connecticut, Maryland, Michigan, Ohio, and Washington).

Federal court orders or state legislation requiring changes in child welfare

systems often prompted initiatives targeting a large proportion of the child
welfare population. A court order or legislative mandate ensured that funds were
appropriated to implement the changes. The earliest of these was in Oklahoma,

where an initiative was designed in response to a consent decree involving
adolescents in state custody. Kansas's initiative was implemented as a result of a
lawsuit regarding timely service provision as well as pressure from the governor

and legislature to privatize services. In Florida, legislation requiring districts to
contract with lead agencies for child welfare services was passed in a general

¢ In states where less than the entire child welfare caseload is targeted by the fiscal reform,
initiatives often target particular types of cases based on expected services or service intensity
needed, such as intact at-risk families or seriously emotionally disturbed (SED) children in care.
These differences in types of target populations are further discussed later in this report.
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Overview of the Initiatives

climate of reducing government and providing more services at the local level.
The initiative in Wisconsin was the result of a court order and a legislative change
in which the state, previously entirely county administered, took over child
welfare in Milwaukee County. In Berks County, Pennsylvania, the growing
complexity of regulations and standards, as well as anticipation of state
imposition of managed care requirements, prompted child welfare service
providers to develop a local managed care pilot.

In several states (Arizona, Illinois, Kansas, Maryland, and Oklahoma), the
initiatives started out as limited pilot projects. All but one have become permanent
and expanded beyond the original geographic area to the entire state (although
not the entire child welfare caseload, except for Kansas). The exception is the
managed care initiative in Baltimore (a title IV-E waiver demonstration). The state
plans to carefully examine indicators of service quality to assess its success before
deciding about making the project permanent.

Objectives

The initiatives were motivated by a large range of factors. Some were the result of
court and state mandates to change practice, improve outcomes, and/or spend
less money. Others addressed large and growing permanency backlogs that
persisted despite intensive efforts and in the face of ASFA requirements. Concerns
about families in crisis and children who languished in foster care or overly
restrictive placements for extended periods underlaid many initiatives. In
response to these concerns, the initiatives were implemented to achieve two types
of objectives: (1) better outcomes for children and families and (2) system goals
such as service flexibility and spending the dollars more effectively —both of
which often involved obtaining more or enhanced services for the same amount of
money.

Improving outcomes for children and families usually entailed redirecting
resources from maintaining children in care to achieving permanency
outcomes—preventing placement, reunifying children with their families more
quickly, shortening length of stay in placement, reducing recidivism. The
initiatives in Illinois and New York City have this type of objective, and both focus
on their entire foster care caseloads (excluding children in residential treatment
centers and specialized foster care). These initiatives provide fiscal incentives or
rewards to agencies that meet standards or show improvements in permanency
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outcomes for children in care. Arizona uses a different means to improve

outcomes by preventing placement; its fiscal reform initiative provides services to
potential- and low-risk families only. The objective of Kansas's initiative, which

involves its entire child welfare caseload, is to use performance-based contracts to

enhance child safety and well-being.

One type of system goal involved gaining the flexibility to implement
interagency or public/private partnerships and provide a broad array of services.

These initiatives emphasized collaborations and community-based approaches as
well as maximizing the use of other resources and enhancing federal

Massachusetts Emphasizes Networking and Informal Supports reimbursements.
For example, the
Lead agencies in Massachusetts’ Family-Based Services Initiative develop local networks | initiative in
to provide a broad range of formal and informal social services for families at risk of
) ) : ) . ) Boulder County,
having children placed in out-of-home care. They also coordinate with educational, ]
housing, and cultural resources that serve families. A key factor is a flexible service budget Colorado, is an
that is able to respond to changing client needs without burdensome administrative interagency
contract amendments. The initiative also emphasizes informal family and neighborhood .
. - . . .| collaboration
supports as a primary component of each family’s service plan. Their rule-of-thumb is )
that 75 percent of treatment should come from family, faith, and friends, and 25 percent established to
should come from funded services. provide the
flexibility to

“serve kids as Boulder County kids, not as DSS kids or juvenile corrections kids.”
The initiative in Massachusetts provides a flexible collaborative response to family
needs by customizing services based on community needs and resources.
Minnesota’s PACT-4 collaborative pools funds from county agencies, school
districts, and private partners in four counties to provide integrated, community-
based services. Missouri’s initiative integrates funding from various state child-
serving agencies to support comprehensive, coordinated services for children
likely to be served by multiple state agencies. Often, the objective was cost
neutrality, spending the dollars more effectively and providing flexibility to
enhance outcomes for children and families.

Achieving system goals such as spending dollars more effectively usually
involved implementing programs to prevent high-cost placements and ensure
placement in the least intensive and least restrictive setting possible and
appropriate. Developing local provider networks and enhancing community
services were usually components of these initiatives, which generally targeted
children requiring a level of care higher than regular foster care. For example,
Tennessee’s initiative focuses on children who need a level of service higher than
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regular foster care; it provides fiscal incentives to agencies to provide services in

the least restrictive settings and thus achieve savings for the state by avoiding
high-cost therapeutic placements. Alameda County, California’s Project Destiny
focuses on severely emotionally disturbed (SED) children. It provides wraparound

services to shorten length of stay in expensive residential treatment. Money saved
by preventing or shortening high-cost placements generally was not used to
reduce child welfare spending; instead, it was used to enhance services, serve

more children, or improve the system's capacity in another way.

Structural Models

The structural models of the various initiatives varied substantially regarding how
many functions were retained by the public agency versus contracted out. In all
the initiatives reviewed, the initial intake and child protective services (CPS)
investigations were retained by the public child welfare agency. Beyond those
initial functions, however, management and service delivery structures could be

categorized into lead agency models, managed care organization models, public
agency models, and administrative service organization models (see McCullough
and Schmitt, 1999; and U.S. General Accounting Office, 2000). Most (15) of the
initiatives followed the lead agency model, with three (Colorado, Illinois, and
New York) following a public agency model and two (Georgia and Wisconsin)
using a managed care organization model. Massachusetts utilized a mixed

(managed care organization and lead agency) model, as did Missouri (managed
care organization and administrative services organization) and Ohio (lead agency

and public agency).

Lead Agency Model

In the lead agency
model, the public
child welfare
agency contracts
with a private
nonprofit or for-
profit agency to
serve as a lead
agency for a county,
service area, or

Flexibility for Kentucky’s Lead Agency

The Quality Care Initiative (QCI) in Kentucky has endeavored to give the lead agency
greater flexibility in serving children. QCI covers one county and serves three
populations: adolescent girls in need of out-of-home care, children transitioning from
out-of-home placement back into their homes, and children just entering the child
welfare system. What is distinctive about QCl is that the lead agency has more
responsibility for serving these children and more flexibility in how it serves them. But
the state has not dropped out of the process altogether; it remains a partner in
thinking through major difficulties. These discussions have the tone of constructive
problem-solving rather than the state issuing directives. If this pilot can demonstrate
that it results in improved outcomes for these populations of troubled children while
keeping costs down, it is expected to gradually expand over the next few years.
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region. The lead agency then coordinates and provides all necessary services
(either directly or by subcontracting with providers) and sometimes conducts
utilization management and quality assurance. The goals in having a lead agency
are to enable or encourage provider networks and provide accountability at the
local level. In some cases, the lead agency assumed considerable financial risk
(discussed later).

Every service district in Florida, for example, is required to contract with a
lead agency (or, in the Miami area, more than one lead agency) that will take over
all child welfare responsibilities beyond initial intake and investigative functions.
In Kansas, the state child welfare agency maintained responsibility for
administrative services (such as utilization management, monitoring services, and
tracking performance and outcomes) and contracted with nonprofit lead agencies
to coordinate and provide all child and family services. Maryland’s managed care
initiative in Baltimore involves a vendor (a partnership of a nonprofit and a for-
profit agency) that is responsible for all administrative functions, case
management, and service delivery for children referred into the project.

Public Agency Model

Illinois and New York City followed a public agency model, which maintains the
traditional management and service-delivery structure while incorporating
managed care practices in its own practices or contracts with service providers.
Both initiatives involve public agencies that maintain their previous management
and service-delivery structure while incorporating financial incentives into their
contracts with foster care agencies. In both cases, the public agencies closely
monitor the agencies' performance and outcomes, and financial incentives are
based on analysis of data on permanency outcomes. In Colorado’s Boulder County
initiative (as well as in other managed care counties in Colorado), the public
agency has joined with other public child-serving agencies to use managed care
principles in case management and service delivery. Oklahoma also follows a
public agency model in its capitated contracts with providers.

Managed Care Organization Model

The managed care organization model involves the public agency’s contracting
with a private organization that incorporates managed care principles into its
subcontracts with service providers. Generally the private organization does not
itself provide direct services. For example, every service area in Massachusetts is
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covered by a community-based child welfare agency that receives a set amount of
money each year to provide functions such as gatekeeping, utilization review,
creating and maintaining provider networks, monitoring quality of services, and
accessing third-party reimbursement. The lead agencies generally subcontract for
services, although they are allowed to provide up to 20 percent of the services
delivered. In Missouri’s model, a private for-profit organization, which was
created for the purpose, manages a network of providers and monitors quality
and utilization of services.

Mixed Model

At times more than one model was incorporated into the initiatives. For example,
Missouri utilized both a managed care organization model and an administrative
services organization model (in which a private contractor provides
administrative services only). The state contracted with two agencies, one to
manage the delivery of services and the other to provide operational support for
its initiative, which targets children with severe behavioral health needs.
Massachusetts also contracts with lead agencies to develop and operate provider
networks (managed care organization model) and a separate vendor to develop
and support a database for utilization management (administrative services
organization model).

Target Populations

Prior research has found that most managed care initiatives targeted children in
foster care, although there was a trend toward also including children at risk of
placement (McCullough and Schmitt, 1999 and 2001). In the initiatives described
in this report, the target populations range from a narrow population of children
in care to the entire child welfare population. Many of the initiatives target
children and families with high needs. The rationale for targeting a population
with severe behavioral or mental health problems or special education needs is
that often the outcomes are poor, which creates a need to find different ways to
address the problems, and the costs are high, which creates a visible target and
builds in incentives for reducing costs. These target populations include seriously
emotionally disturbed children (California, Georgia); those with serious
behavioral health needs as measured by a standardized instrument (Missouri,
Texas, and Washington); those with placement needs higher than traditional foster
care (Connecticut, Tennessee); and adolescents with high needs (Colorado,
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Kentucky). Generally these initiatives encourage service provision in the least
restrictive and costly setting appropriate and often provide mechanisms for
conducting enhanced assessments to better plan services.

Initiatives that target all or most of the foster care caseload hope to achieve
widescale improvements in permanency outcomes. For example, the initiatives in
Illinois and New York City were designed to encourage providers to achieve
efficiencies and improve permanency outcomes for children in care, and both
cover most of their foster care populations. Maryland’s managed care initiative in
Baltimore was implemented to reduce placement length-of-stays for young
children in care, and the target population is all children ages 0-5 in care and their
siblings (and some other types of children). These initiatives attempt to address
the economic incentives to keep children in care, discussed in Section 1, by
offering economic incentives to shorten lengths of stay (with safeguards intended
to ensure appropriate placements).

Some initiatives target children not in care but at risk of placement, both to
avoid the costs of placement and to provide alternatives to removing children
from their homes. The initiatives in Massachusetts and Oklahoma primarily serve
children in their own homes who are at risk of placement, with some services
provided to children in care (in Massachusetts, the initiative serves over 75 percent
of all children in the child welfare system). Arizona’s initiative targets low-risk or
potential-risk families in order to prevent escalation of maltreatment into a higher
risk category that would require taking children into custody.

Other initiatives target the entire child welfare population, for all the
reasons noted above. Florida’s and Kansas’s statewide privatization requirements
include all children in the child welfare system. Ohio’s and Wisconsin’s initiatives
also target all children in the child welfare system in their geographic areas
(Franklin County, Ohio, and Milwaukee County, Wisconsin); Ohio has other
managed care initiatives in several other counties (both as part of the title IV-E
waiver and outside the waiver).

Referral Process

In most of the states, a caseworker or other child welfare worker refers children or
families into the initiative by using guidelines or protocols (as in Arizona,
Massachusetts, Oklahoma, Pennsylvania, Tennessee, and Wisconsin). The most
complex guidelines were used by the managed care initiative in Berks County,
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Pennsylvania, which developed a detailed protocol for county intake workers to
follow. After going through selection/admission criteria step by step, if the
protocol indicated that a case was appropriate for the managed care initiative, the
case was referred. Additional decision trees to be followed by service providers
accompanied the case. The complexity of the protocol was one factor in the demise
of the initiative, as both county workers and providers found the process
daunting.

A few initiatives use other referral procedures. For example, initiatives
incorporating title IV-E waivers (those in California, Connecticut, Maryland,
Michigan, Ohio, and Washington) involve referral through random assignment
after workers applied screening criteria, which is a component of the required
evaluation design of these demonstrations. Other initiatives have automatic
referrals if a report was founded (Florida) or if a case meets criteria (Missouri and
Texas).

Sometimes cases are screened or even referred by an interagency team.
Often the initiatives involve interagency teams developing treatment plans and, in
effect, pre-authorizing services. Thus one of the major features of the fiscal reforms
involves implementing a team approach to referring cases, identifying family
need, and specifying services, taking that responsibility away from the individual
caseworker. For example, the managed care initiative in Boulder County,
Colorado, institutionalized the interagency approach by developing a new
organizational entity comprising representatives of all local child- and youth-
serving agencies (corrections, probation, mental health, social services, public
health, substance abuse services, and other community agencies); each agency
contributes funding that is pooled. The new entity handles case management and
contracts with private providers for services. This approach takes a child or family
out of a specific system, provides for collaborative decisionmaking, reduces cost-
shifting, allows flexibility in services, helps to identify and address gaps in
services, and eliminates duplication of services. A challenge is that cooperation
and service integration require the development of trust and clear role definition.
Although some caseworkers oppose the shifting of responsibility to a team, an
advantage is that it gets more agencies invested in the care of the children and
aware of the issues that need to be addressed.

Most of the initiatives have a "no reject, no eject" requirement whereby
contractors cannot refuse any referral from the public agency or disenroll any
child until all objectives are met. Kentucky’s initiative has a provision that allows

27




State Innovations in Child Welfare Financing

contractors to protest a referral and a third party to decide whether the case is
appropriate for the initiative. Michigan's experience with a title IV-E waiver
initiative highlights the effect that risk aversion can have when contractors can
choose whom they serve. In that initiative, community contractors are allowed to

develop their own screening criteria, which has the effect of only relatively "easy"
children being accepted for services. Since the capitated rate is based on historical
averages of payments for all children (including children in specialized treatment

foster care and residential placement), the contractors are able to minimize their
risk and accumulate money in their "risk pool."

Level-of-Care Assessments’

One of the promises of managed care is that it can promote efficiencies of time and
money by providing more accurate assessments of client problems and the

appropriate services for
them through more
rigorous assessment
protocols. This assumes
that there are a
significant number of
cases where the child is
receiving services that
are more intensive than
necessary to reach
desired outcomes and
that it is possible to
determine who these
children are. These

Tennessee’s Continuum of Care Prompts New Processes

Youth Villages, Tennessee’s largest Continuum of Care provider, no longer uses
a “cookie cutter” approach to treating troubled youth. In its second year as a
Continuum provider, Youth Villages made a number of substantial changes in the
way it serves children. The new referral and admission process allows children
to receive services more quickly, and treatment plans change frequently to meet
children’s individual needs. A transitional living program has been added to the
provider’s array of services to prepare young men for independent living. For
younger teenagers, services have been developed to help them successfully
prepare for a transition from residential treatment to therapeutic foster care.
Youth Villages’ school staff has designed a transition classroom to better prepare
children to succeed in school. Treatment plans are now reviewed every 2
weeks instead of monthly to allow greater focus on individualized 2 goals in
hopes that better collaboration on goals will ultimately help reunify children with
their families.

assumptions are supported by the extensive research on outcomes since the
passage of the Adoption Assistance and Child Welfare Act (P.L. 96-272) in 1980,
by the growing experience that social workers have in managing permanency
outcomes, and by the ongoing refinement of assessment tools.

As with all aspects of managed care reforms, there is a wide variation in
assessment protocols and their use in the initiatives. Numerous states require that

7 This section describes the assessment process used by initiatives in initial referrals and
placements. Ongoing assessment of children and families is a critical part of delivering services
but is not described here because it was not a focus of the review.
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contractors accept the state’s predetermined level of care for individual clients.
Some states use independent third-party contractors to conduct a binding
assessment. Most of the states allow a contractor to complete a postreferral
assessment as the basis for determining a treatment plan. In some states where the
target population is children with high-end needs, level-of-care assessments are
often used as a screening mechanism to ensure the least restrictive setting for
children. The rationale for this is that such children represent a small part of the
total population but a significant part of expenditures.

Independent Assessments

Assessments can be performed by the state agency, the contractor, or an
independent third party. Some of the most innovative approaches involve the use
of independent third-party assessments. In Texas, the contractor performs a
battery of assessments and then turns the material over to an independent third
party who determines the level of care, which is absolutely binding on the
contractor. Because these two agencies had extensive previous interactions, they
are able to achieve agreement about the level of care for approximately 95 percent
of the cases. There are real financial stakes for the contractor in correctly assessing
the level of care because the flat-rate case payment is based on a historical average
of the level of care needed for the target population. This average is about 3.6 on a
scale of 1 to 6 where 1 is regular foster care and 6 is an intensive residential care
facility. In the first year of the program, the average level of care was
approximately 3.2. The second year, however, the average level of care was about
3.8-3.9, which exacerbated other financial strains facing the contractor.

In Kentucky, as well, an independent agency assesses level of care. The
primary function of this agency is to adjudicate conflicts between the state and the
contractor about the appropriateness of a referral. If the contractor disagrees about
the appropriateness of the referral, it reviews the case with the state. If this review
does not resolve the disagreement, the contractor can bring the case to the
independent review agency, which examines the records and makes its own
determination. As of the beginning of the second year of operation, this
independent review had been used four times, with each party winning twice.
Although the contractor is allowed to reject a limited number of cases over the
course of a year, the contractor has continued to offer services to the children even
when the level-of-care review supports their argument that the referral is
inappropriate.
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State Assessments

Some states perform assessments themselves. Upon referral in Connecticut, for
example, a child is assessed for functionality, ability, behavior in the community,
behavior in the family, and behavior in school and assigned a score which
corresponds to a case rate. Children then are randomly assigned to either the
experimental group (the initiative) or the control group (traditional public agency
services). The state does not determine services; instead, the contractors develop
treatment plans.

Contractor Assessments

Many states (such as Maryland and Tennessee) allow the contractors to conduct
their own client assessments so that they can develop their own service plans. In
Maryland, the contractor takes the service plan originally developed by Baltimore
caseworkers and other case records, meets with the family, and then uses the
Structured Decision Making assessment tool to see if the original service plan
needs to be revised. In Tennessee, contractor caseworkers have 15 days to conduct
a thorough assessment. They use a triage system to place the child initially while
they perform the assessment. Their assessments include a social history; an Early
and Periodic Screening, Diagnostic and Treatment screen; a community risk
assessment to assess the risk the child poses to the community; and family
strength and weakness screens. This assessment then feeds into the continuum of
services the contractor offers. As a result of this system, Tennessee has been able to
greatly reduce its use of emergency shelters.

There are degrees of integration of assessment and case planning. Some
states (such as Connecticut) keep assessments separate from the development of a
treatment plan. Connecticut initially assesses a child using a set of four-point
scales that determine the child’s functioning. The assessment is then given to the
contractor, which has the responsibility to develop a treatment plan for how it will
broker the services. The reason for giving the contractor this responsibility is that
the state does not want the assessment to limit the flexibility that the contractor
has. However, many states seem to integrate assessment and case planning
tightly. In Oklahoma, for example, all long-term cases requiring prevention,
reunification, and placement maintenance services are referred to a contractor,
which then conducts a battery of assessments and develops an intervention plan.
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Pre-authorization

Traditional fee-for-service arrangements with contractors required that states
purchase a specific bundle of services; any services not explicitly mentioned in the
contract required the state’s permission before the contractor could provide them.
Such arrangements reproduce traditional power arrangements between the state
and agencies and have tended to restrict the flexibility of contractors in serving
their clients. Many of the managed care initiatives undertaken over the past
decade have sought to ease these limitations and to empower contractors to take
more responsibility for their cases. Re-thinking pre-authorization procedures has
been a feature of many—though not all—of the managed care initiatives.

Understanding this aspect of service provision sheds light on the autonomy
of the contractor and how important decisions about a case are made. It is striking
that none of the programs surveyed used the traditional model of having a formal
process in which private caseworkers had to consult with state child welfare
supervisors before initiating a new service for the client. Pre-authorization for
some services remained necessary in at least three states (California, Connecticut,
and Oklahoma). However, all of these services involve medical and mental health
services that are paid by Medicaid. The pre-authorization is needed to meet
federal Medicaid requirements, not because any of these states” child welfare
agencies mandated this process.

Based on the information collected from 22 states, there appears to be a
continuum of collaboration. One pole of this continuum is represented by those
states that only monitor outcomes, the other end by states that meet regularly with
contractors to consult on case decisions and service provision. Table 2-2 below
places each state along this continuum (referring to child welfare services only).
No information is available on how child and family outcomes differ depending
on the degree of collaboration.
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Table 2-2 Degree of Collaboration

Only Some court or Frequent or
Monitor administrative Monthly or continuous

Outcomes involvement quarterly reviews collaboration
Florida New York Connecticut Arizona Colorado
Nlinois Ohio Georgia California Minnesota
Kansas Oklahoma Kentucky Maryland Pennsylvania
Michigan Wisconsin Texas Massachusetts Tennessee
Missouri Washington

The category “Only monitor outcomes” includes projects that privatized
previously public services (Florida and Kansas) and implemented performance
contracting (Illinois and Ohio). In most of these initiatives, no caseworkers from
public agencies are assigned to a specific child; instead, contract monitors from the
state or county evaluate overall contractor performance. In other initiatives,
caseworkers from the state agency are assigned to monitor specific cases and are
available for court appearances. For legal reasons, several states must provide
caseworkers for court appearances even if their involvement in actually providing
services is minimal (California, Michigan, Tennessee, and Texas). The category
“monthly or quarterly reviews” refers not to administrative case reviews or other
mandated procedures but to regular processes where various service providers
(both public and private) meet to formulate case services. Finally, some states have
devised projects in which there is constant collaboration between public and
private agencies and often with the family as well. One example of this is
Colorado’s Boulder County Managed Care Pilot Project. It has two interagency
utilization review meetings a week, during which staff from state, county, and
private agencies discuss cases and the appropriate services and outcomes for the
clients.

It appears that in many cases the monitoring mechanisms of the state or
county agencies have become embedded in the service provision process through
these collaborative review processes. Minnesota’s collaboratives, for example,
bring together various state and county agencies and private providers to pool
funds and do assessment, coordination, planning, and purchasing of services. In
Pennsylvania’s initiative, the extensive collaboration was a byproduct of the
difficulty of the referral and assessment protocols, rather than an intentional
feature of the pilot. The process never reached the point of cases making a smooth
transition from county to contractor responsibility.
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Contractor Monitoring

In keeping with the broader reorganization of the relationship between the state
agencies and the contractors that is occurring in many of these initiatives, the
process of monitoring contractor performance is being revised to accommodate

greater flexibility.

Performance and Outcome Measures

Perhaps the most important change is in what gets monitored. In many traditional
child welfare programs, monitoring mechanisms focused on process issues, i.e.,
were certain tasks performed (evaluations, number of visits and therapy sessions,

etc.)? The new initiatives are part of a broader trend in child welfare that seeks to
follow client outcomes instead of process. Performance contracting is the most
direct example of this, but outcome measurement is integrated into almost every

initiative. However, despite this shift in emphasis toward outcome measurement,
no state has thus far completely abandoned process measures because of the
continuing state responsibility to ensure quality services.

Specific
outcome measures
used by the states
vary according to the
target population
served by the
initiative. Initiatives
that work with the
general child welfare
population have
outcome measures
such as the numbers
of adoptions,
children returned
home without re-

Information Flow Helps Accountability in Kansas

In 1997, Kansas initiated its comprehensive privatization program that divided
the state into four regions and established private agencies as the main provider
of services for each region. These agencies had the freedom to provide
services as they saw fit, and they received case rate payments. One agency
used the flexibility to revamp its management information system and to devise
extensive post-permanency services. The management information system
compiles data on a daily, weekly, and monthly basis. Each division of the
agency has clearly defined goals and there is a monthly meeting to see if each
unit’s goal for the month is achieved. If not, there is a brainstorming session to
determine what needs to be changed so that the goals are reached. With this
increased flow of information, there is now more accountability within the
agency. The emphasis on post-reunification services has kept the rate of
disrupted adoptions at around 2 percent, much lower than average. There is a
strong financial incentive for the agency to keep the disruption rates low
because the agency is responsible for servicing the case without receiving
further state funds if the child re-enters the child welfare system within 2 years.

entering the system, and at-risk children safely maintained in their own homes.
Programs that work with children with high-end needs have outcome measures
that focus on placing the child in the least restrictive setting (including returning

the child home).
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Both state administrators and contractors indicated that this shift toward
outcome measurement has been a positive step but that the process has been
uneven. Some administrators noted that this has caused temporary difficulties for
state personnel. As one administrator observed:

It’s been hard to get the monitoring staff around the state to look at
things differently than how they’re used to. They’re used to just
checking off on a list whether or not a provider did a service. Now
they have to look at the providers” work; did they do a good job?
And they may need to interview kids, caseworkers, and parents. It's
a different mindset.

In addition to the changes in the mindset of workers, there has been a real
revision in the responsibilities of state agency caseworkers. Another administrator
noted that it is difficult for some caseworkers to relinquish the actual case
decisionmaking authority in favor of a strictly monitoring relationship.

Monitoring Mechanisms

Many state administrators seem to expect that the reduced role in case
decisionmaking will allow state agencies to focus more of their energies on
ensuring child well-being through more rigorous monitoring processes. Many of
the states retain traditional modes of accountability, including monthly reports to
contract monitors or quarterly case review meetings. Some contractor supervisors
have noted that the monitoring mechanisms impose another level of bureaucratic
paperwork on their workers. In one state, a contractor complained that the state
monitors focused on items like staffing patterns and turning case plans in on time
instead of whether the child was safe.

In spite of these enduring processes and the complaints that go with them,
new monitoring mechanisms have been devised by some of the states, although
little is conclusively known about the effectiveness of the various monitoring
systems. The two most prominent features of these systems are collaborative
reviews and the integration of management information systems. As noted earlier
in regard to the pre-authorization process, collaboration between state and
contractor has become quite common in both case decisionmaking and
performance monitoring. In Massachusetts, for example, there are several sets of
meetings to discuss case issues. There is a weekly meeting between core team
members to discuss current case issues. Then every 6 weeks, all of the relevant
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staff and the family review case plans and goals. The contractor is responsible for

monitoring the specific aspects of the case such as level of involvement and the

use of community resources.

Another variation on collaborative monitoring was established in

Maryland, which has two committees to review program progress. The Managed
Care Committee looks at global program issues and includes staff from Baltimore

Privatization in Baltimore

Privatization of child welfare is viewed as a threat by many public child welfare
workers, who fear their jobs will be abolished or at least extensively changed.
In Baltimore, 500 cases were privatized through the Baltimore Child Welfare
Managed Care Project, and no public agency layoffs were needed. Instead,
vacant positions were eliminated, turnover was not replaced, and some staff
were reassigned to areas more suited to their skills and areas of expertise.
There actually may be more need for caseworkers under privatization, if
caseworker/client ratios improve — for example, the caseworker/client ratio in
Baltimore’s public agency is 1/20 while the contractor maintains a ratio of
[/16. However, this may not reassure caseworkers who are unwilling or
unable to leave public employment for private.

City’s child welfare
staff, state child
welfare workers,
lawyers from the state
attorney general’s
office and Baltimore
City, as well as the
evaluators. The
Partners Committee
meets regularly to
review case plans and
other details of service

provision. This committee consists of city and state child welfare workers plus

staff from the lead agency.

Some states have contract monitors that work with the contractors on an

ongoing basis. For example, in Wisconsin there are two types of program

evaluation monitors—one examines service provision, and the other looks at the
fiscal component of the program. There is a formal quarterly review for each

aspect of the program where they discuss program quality, patterns of

expenditures, and permanency plans.

Another feature of some of these programs, as in Arizona, New York, and

Ohio, is the greater importance given to management information systems for case
decisionmaking and contractor monitoring and accountability. Our information is
tentative, but some administrators indicated a frustration that current information
systems did not put useful information in the hands of the workers. Sometimes the
system is difficult to access, other times the data are not broken down in such a
way as to guide decisionmaking in immediate case situations. New York’s
initiative probably has the most highly developed data system; it incorporates a
unique interactive system that allows the public agency to tie agency
reimbursement to the outcomes for children.
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Evaluations

All title IV-E waiver projects are required to have independent, third-party
evaluations that examine both cost and quality concerns. Some of the programs
did not have waivers and did not have such evaluations underway. Most of the
programs had secured contracts, usually with local schools of social work, but had
not yet produced reports. Several of the states were just beginning to implement
their programs and had not made arrangements for evaluations. Four states where
evaluation reports are available include Arizona (Arizona Office of the Auditor
General, 2000), Colorado (Mercer, 2000), Florida (Paulson et al., 2002), and Kansas
(James Bell Associates, 1999).

The next section describes in some detail the various financial arrangements
that states adopted to achieve their objectives, including the specific managed care
strategies used, administrators’ impressions of the effects on child welfare
systems, and contractors’ reports of their resulting financial status.
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3. Financial Arrangements of the Initiatives

he states' fiscal reform initiatives incorporate a variety of approaches to

address accountability concerns, enhance financial flexibility, and achieve
better performance. Financial arrangements—payment mechanismes, risk sharing,
and risk management—attempted to redirect resources, encourage comprehensive
services, and serve more children and families with the same funding levels as
under the previous financial arrangements. The initiatives varied in the extent to
which financial risk was transferred to private organizations, but most hoped to
achieve better outcomes or cost savings through relying on contractors for much
of the work that once was the responsibility of public agencies. In general, it is not
yet known whether better outcomes were actually achieved by the initiatives. Cost
savings were rare. Several initiatives provided financial rewards for contractors
that achieved outcome standards or improved their performance and imposed
penalties for contractors that did not.

Some initiatives reported concerns about potential or actual conflicts
between fiscal and treatment considerations. Indeed, nearly all initiatives had or
were working toward mechanisms for monitoring contractor performance and
outcomes to prevent decisions that reduced costs by reducing treatment
effectiveness. Many emphasized the importance of balancing the pressure to
reduce costs, or to do more with the same amount of money, with an emphasis on
improving child and family outcomes. As one state child welfare administrator
said: “Privatization is a double-edged sword. We must never lose sight of our
mission—to protect kids, not to save money.”

Payment Basis

Traditionally, public child welfare systems” payment arrangements with private-
sector service providers have been fee-for-service. Payments depend on both the
type and the amount of service delivered. Embedded in this system, it has been
claimed, is a perverse incentive for providers to deliver more reimbursable
services than are needed or to prolong treatment beyond what is necessary. The
crux of the argument against the fee-for-service system is that it encourages
providers to use scarce resources inefficiently. Evidence used to support this
argument includes long stays in foster care and lengthy wait lists for some
services. Per diem payments, in which providers are paid for each day that service
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is delivered to a client, are based on the length of time that services are delivered
(and often the type or intensity of services). As with fee-for-service payments, per
diem payments may encourage the inefficient use of scarce resources when clients
are provided services for longer than might be necessary if alternative
arrangements were available.8 Under both these payment schemes, there is no
financial incentive to change a service from one that is reimbursable to one that is
not or that is reimbursable at a lower level. The states carry the financial risk for
charges billed retrospectively for services already delivered.®

The perverse incentive argument underlies many states” experimentation
with alternative payments such as capitated rates, case rates, and block grants,
which basically are prepayments for a service package. These payment methods
allow some or all financial risk to be transferred to a private contractor, as
payments are fixed and based on historical averages (and are sometimes
dependent on geographic area and expected severity of need for services). They
are made prospectively to cover all or a defined spread of services, which provides
an incentive for contractors to control expenses in order to avoid losses and realize
financial gains. Shifting from retrospective payment methods (fee-for-service and
per diem) to prospective payments (capitated rates, case rates, and block grants)
fundamentally changes the incentive system from one that offers incentives to
retain cases on the caseload, to one with incentives for avoiding unnecessary
placements or lengths of stay.1?

Risk Source

Prospective payment systems in effect force the contractor to operate within
a given budget or face financial loss—in managed care terminology, these schemes
impose a financial risk on the contractor. The risks can be due to intensity,

8 In addition, these payment mechanisms afford little flexibility in treatment; the services provided
must be on the predefined list of reimbursable services. Many fiscal reforms attempted to open
up the range of services through more flexible funding mechanisms.

9 Under per diem payments, providers may bear some financial risk if the services needed cost
more than had been anticipated in setting the per diem, and “level-of-care” per diems are not
available.

10 It is important to note that federal reimbursement under title IV-E for foster care days is viewed
by many as a major impediment to implementing fiscal reforms in child welfare, due to IV-E’s
categorical per diem reimbursement structure.
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duration, or volume, all of which are discussed in more detail later in this
section.!! To shift the risk from the public child welfare agency to the private
contractor, payments are fixed at a specified rate. The risk facing the contractor is
that the costs of meeting the service needs of a group of clients may be greater
than the payments for those services.

The types of risk-shifting payment methods that are most commonly used
in states experimenting with managed care fiscal reforms are capitated rates, case
rates, and block grants. Table 3-1 summarizes the source of risk faced by
contractors in each payment method.

Table 3-1 Financial Risk Associated with Payment Methods

Payment Method Retrospective Prospective Source of Risk to Contractor
Fee-for-service X None
Per diem X Intensity
Capitated rate X Intensity
Case rate X Intensity, duration
Block grant X Intensity, duration, volume

Capitated rates are paid on a per-case per-month basis—the contractor is
paid monthly for all contracted services for an enrolled population. The contractor
receives the predetermined monthly amount, based on a specified number of cases
to be served, regardless of the level of services that the enrolled population
requires. If the population requires more services or more intensive services than
projected, the contractor faces financial risks. If there is an increase in the number
of cases served, there would be an increase in payments; thus the contractor is not
at risk for volume. And since the contractor is paid as long as services are
provided, the contractor is not at risk based on duration of services; payments do
not stop until cases are disenrolled. Similar in some ways to per diem payments,
in that contractors under both payment mechanisms avoid volume and duration
risk, capitated rates offer a flexibility that per diems do not. Contractors can
change service intensity more easily and usually can offer wraparound services

1 In his article “Federal Fiscal Reform in Child Welfare Services,” Wulczyn (2000) identified
volume, duration, and unit cost as the three variables that both determine the total cost and
financial risk of providing child welfare services. In this report, level of care (intensity) is
substituted for unit cost because none of the state-provider contracts in the states interviewed
were based on the unit costs of individual services. Instead, payment rates are typically based on
the average cost of providing bundles of services or levels of care to specific populations.

39




State Innovations in Child Welfare Financing

and other supports to enable a switch to lower-cost services or placements.

Case rates are a fixed fee paid to a contractor for all services delivered to a
client over a treatment period or an episode of care. Contractors with case rate
contracts are at financial risk if the intensity and duration of care are greater than
expected. But they are not at financial risk if there is an increase in the number of
cases served, since there would be an increase in payments. For example, a
contractor may receive a flat case rate of $5,000 for each family referred; some
families receive services for 3 months, and some receive services for 9 months, but
the case rate is the same. The contractor receives the same payment amount for all
the families.

Kansas's initiative clarifies the difference between capitated rates and case
rates. Kansas paid lead agencies an initial episode of care case rate for foster care
and adoption. However, lead agencies experienced losses, and the state realized
that some factors affecting permanency were beyond the control of the lead
agencies. Kansas then changed to a capitated per child/per month payment
system for foster care and adoption so that lead agencies no longer experience risk
based on duration or lose money on children who do not move to permanency in
a timely fashion. Contractors receive the monthly rate as long as a child receives
services.

Unlike capitated and case rates in which contractors receive a payment for
each case served, a block grant is a single payment that is made for a specified
period, usually annually, for all cases served during the payment period. These
types of payments are also called allocations, budget transfers, or capitation
payments (not to be confused with capitated rates, described above). Under block
grants, contractors may experience financial losses if the intensity, duration, or
volume of service is greater than anticipated. For example, a contractor may
receive an annual block grant and then must serve all referred cases in its
jurisdiction, regardless of the number of cases or their intensity or duration of
services.

Table 3-2 summarizes the fiscal characteristics of the initiatives. It shows,
for each initiative, the payment basis, risk source, rate-setting method, risk
management features, fiscal incentives, adequacy of payment (as reported by the
contractor), and contractor’s financial status. Each of these is discussed below,
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“NA” indicates that information is not available.

Fiscal Features of Initiatives

Payment Risk Rate-Setting Risk Fiscal Payment Contractor’s
Initiative Basis Source Method Management Incentives Adequate Financial Status?

Arizona Lead agencies | None (case Lead agencies’ | Lead agencies Case rate Yes Neutral
Family Builders receive a case | closed if no cost estimates | close case if no savings

rate, paid in progress) progress after 6

three install- months.

ments.
California Lead agencies | Intensity Historical costs | Providers bear full | Case rate Yes Neutral
Project Destiny receive a Duration for highest risk but have savings

monthly case levels of care some discretion

rate for 2 over case

years. decisionmaking.
Colorado County Intensity Historical data | County bears full | Block grant | Yes Neutral
Boulder County receives block | Duration risk. savings
Managed Care grant and Volume
Pilot Project negotiates

providers’

allocations

and fee-for-

service rates.
Connecticut Lead agencies | Intensity State’s Lead agencies None; No Losses
Continuum of receive a case | Duration historical cost | bear full risk. savings are

Care

rate, paid in
four install-
ments; they
pay providers
fee-for-
service.

for residential
treatment

returned to
the State.

84

a/ “Contractor” includes lead agencies, managed care organization, and service providers—any private nonprofit or for-profit organization that has
a contract with the state to manage the delivery of services in order to achieve the objectives of the fiscal reform.
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Table 3-2 Fiscal Features of Initiatives (continued)
Payment Risk Rate-Setting Risk Fiscal Payment Contractor’s
Initiative Basis Source Method Management Incentives Adequate Financial Status?
Florida Lead agencies | Intensity Prorated based | A statewide risk Lead Yes Neutral
Coalition for receive a Duration on case counts | pool can be agencies
Children and block grant Volume tapped in cases of | can receive
Families and must excess referrals or | “excess
maintain time catastrophic earnings”
logs and service costs. of federal
justify their reimburse
expenditures. ments as
bonuses.
Georgia Managed care | Intensity Average per Managed care Per diem No Losses
Metropolitan organization diem for all organization bears | savings
Atlanta Alliance receives a levels of care full risk but can
for Children single per diem refuse referrals.
(MAAC) rate and pays
providers per
diems that
were
negotiated
with the State.
Illinois Providers Volume Historical data | State bears full Providers NA NA
Performance receive risk. surpassing
Contracting monthly perma-
administra- nency
tive payments standards
based on can receive
expected incentives;
caseload those not
ratios. achieving
standards
lose

referrals.
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Table 3-2

Fiscal Features of Initiatives (continued)

Payment Risk Rate-Setting Risk Fiscal Payment Contractor’s
Initiative Basis Source Method Management Incentives Adequate Financial Status?

Kansas Lead agencies | Intensity Historical data | Lead agencies Capitated NA NA
Public Private receive (foster care bear full risk and case
Partnerships capitated and except that there rate savings

rates for adoption); is a risk corridor

foster care Intensity and for foster care.

and adoption, | Duration

and case rates | (family

for family preservation)

preservation.
Kentucky Lead agency | Intensity Lead agency’s | A stop-loss Case rate Yes NA
Quality Care receives a cost estimate provision protects | savings

case rate. the lead agency.
Maryland Vendor Intensity State’s A stop-loss Case rate No Neutral
Baltimore Child receives a Duration historical cost | provision protects | savings
Welfare Managed | case rate. the vendor.
Care Project
Massachusetts Lead agencies | Intensity NA Lead agencies Block grant | Yes Neutral
Family-Based receive block | Duration bear full risk for savings;
Services grant; service | Volume cost of case lead

providers management; agencies

receive fee- state bears full may lose

for-service risk for costs of their

and per diem services. contracts if

rates directly they spend

from the the services

state; budget too

developing quickly.

case rates.

&y

SOATIETITU] 9} JO SUSWOSURITY [RIOURUL]



144

Table 3-2 Fiscal Features of Initiatives (continued)
Payment Risk Rate-Setting Risk Fiscal Payment Contractor’s
Initiative Basis Source Method Management Incentives Adequate Financial Status?
Michigan Lead agencies | Intensity State’s average | Lead agencies Case rate Yes Gains
Michigan Families | receive case Duration cost over all have a risk savings
rates. children in all corridor, can
levels of care accumulate
dollars in a risk
pool and have
discretion over
cases accepted.
Michigan Lead agencies | Intensity State’s overall | State bears Case rate Yes
Permanency receive case Duration average costs financial risk. savings,
Focused rates, for 5 years + 15 | Providers risk not | plus lead
Reimbursement partially percent receiving agencies
System based on incentive pay- can receive
performance, ments if place- incentive
plus adminis- ments are not payments
trative per successful. for success-
diems. ful place-
ments.
Minnesota Lead agency | Intensity Based on The counties bear | None Yes Neutral
PACT 4 receives block | Duration county size full risk and can
grant from Volume and school tap county
pooled funds. enrollment reserves.
Missouri Managed care | Intensity Historical costs | The state covers Case rate No Losses
Interdepartmental | organization of highest level | part of any loss savings
Initiative for receives a of care experienced by
Children with monthly case the managed care
Severe Needs. rate for 6 organization.
months plus
fixed case
management

payment.
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Table 3-2

Fiscal Features of Initiatives (continued)

Sy

Payment Risk Rate-Setting Risk Fiscal P